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_ C._'TER ONE

INTRODUCTION AND OVERVIF. W OF THE FOOD RETAIl.ER
_ PRE-AUTHORIZATION VISIT DEMONSTRATION

-- The Food and Consumer Service (FCS) of the U.S. Department of Agriculture

administers the Food Stamp Program (FSP), the nation's largest nutritional assistance program.

-- The purpose of the FSP is to improve the food-purchasing power of financially needy

households. The program provides low-income households with benefits in the form of coupons

-- or electronically-encoded cards that enable recipients to purchase eligible food items at

authorized retail food stores. After a recipient makes a food stamp purchase at an authorized

store, the retailer redeems the benefits through the banking system that ultimately draws clown

the food stamp redemption account at the US Treasury.

In order to be eligible to accept food stamps, retailers must meet the eligibility criteria

established by FCS. According to the revised criteria enacted in the Food Stamp Improvements

Act of 1994 (Public Law 103-225),1 an eligible store is one that "sells food for home

preparation and consumption and (A) offers for sale, on a continuous basis, a variety of foods

in each of the four categories of staple foods, as specified in subsection (u)(1), including

perishable foods in at least two of the categories; or (B) has over 50 percent of the total sales

of the establishment or route in staple foods."2 FCS is currently working on regulations to put

these criteria into operation.

Retailers interested in accepting food stamps for the first time must apply to their FCS

Field Office and be approved before participating in the FSP. Participating FSP stores must also

apply for reauthorization every two to three years. Field Office staff review the application

_ information, follow up with a phone call if necessary, and in some cases pay an in-person visit

to the retailer. Due to limited resources, however, it has become increasingly difficult for Field

_ Office staff to visit retailers.

1As referencedin FSP-BRDPolicyMemoranda94:03and 94:06.

2 Public Law 103-225, §§ 201.
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Chapter One: Introduction and Overview of the Food Retailer Pre-Authorization Visit Demonstration

In order to prevent ineligible, fraud-prone retailers from participating in the FSP, the

USDA budget for FY 1997 includes a sum of $4.2 million for FSP retailer authorization site

visits. This money will be used primarily to fund store visits by contracted vendors, who will

provide the information gathered to the FCS Field Office staff making the eligibility decisions.

To prepare for the receipt of this funding, FCS conducted the Food Retailer Pre-Authorization

Visit Demonstration.

1.1 POLICY CONTEXT

During recent years, increasing attention has focused on the vulnerability of the FSP

to retailer fraud. This fraud has generally taken one of three forms. The most prevalent is

"retailer trafficking," the practice of buying food stamp coupons or EBT cards from program

recipients for cash (at a price below face value) and then redeeming these benefits from the

government for their full value. The second type of system abuse occurs when retailers sell

ineligible items such as gasoline, tobacco, or liquor to food stamp clients. The final type of

fraud occurs when retailers sell illegal items, such as guns and drugs, in exchange for food

stamp benefits.

Using data on undercover trafficking investigations, FCS has estimated that $815 million

in benefits was trafficked for cash in FY1993. 3 Although this level of trafficking amounts to

less than four percent of all benefits issued, FCS takes the problem very seriously and has

devoted increasing effort to it in recent years. A good deal of this effort is devoted to

monitoring retailer participation and to investigating and sanctioning those who violate program

rules.

In addition to monitoring and sanctions, FCS can protect program integrity by

preventing fraud-prone retailers from entering the program at all, or to remove them before they

can do harm. The eligibility criteria for retailers are intended to keep out firms that have little

or no legitimate reason to redeem food stamp benefits. Perhaps the best way to enforce these

criteria is through store visits, in which a program representative can verify that the firm is

actually a legitimate store and that it carries the requisite staple foods.

3 Theodore F. Macaluso, The Extent of Traffickingin the Food StampProgram, Alexandria VA: USDA
Food and Consumer Service, Office of Analysis and Evaluation, August 1995.
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.- ChapterOne: Introductionand Overviewof the Food Retailer Pre-AuthorizationVisitDemonstration

In recent years, however, I_CS has not had the level of staffing and travel funding that

would enable it to conduct on-site application checks at even a sizeable fraction of stores wanting

_ to participate in the FSP. The annual workload for the 59 FCS Field Offices includes 20,000

new applications and 90,000 reauthorizations, plus monitoring and assistance to the ongoing

_ population of 200,000 authorized retailers. Instead of store visits, Field Offices have relied on

retailers' applications, supporting documentation, and limited face-to-face contact in interviews

_ at the Field Office or other central locations.

As a result, FCS has been criticized by the U.S. General Accounting Office (GAO) and

-- other parties for relying too much on retailer-provided information. 4 The USDA Office of

Inspector General (OIG) has conducted several audits, including visits to hundreds of stores, that

-- have identified substantial numbers of ineligible stores.

Responding to both external and internal concern, FCS has recently increased the

-- amount of Field Office staff time devoted to store visits, either to individual new applicants or

to groups of already-authorized stores in targeted geographic areas or store types. Other

-- resources, such as visits by state agency (SA) staff or use of independent databases on retailers,

have also been explored. In the Personal Responsibility and Work Opportunity Reconciliation

-- Act of 1996 (Public Law 104-193), FCS was given a mandate to conduct pre-authorization visits,

but FCS also obtained a number of new powers to strengthen the authorization process, including

access to tax filing documents, a waiting period for re-application, limited authorization periods,

and a longer time period for the review of retailer applications. Perhaps the greatest

opportunity, however, has been presented by the appropriation of $4 million for hiring private

contractors to visit stores in FY 1997.

1.2 RETAILER PRE-ALrrHORIZATION DEMONSTRATION

With the expectation of the FY 1997 funding to support pre-authorization store visits,

FCS set out to determine the most beneficial way to manage these newly-acquired resources.

FCS also wanted to determine how to ensure that contractors provide sufficient data to enable

Field Offices to make sound, sustainable determinations of program eligibility. Thus, FCS has

_ 4 U.S. GeneralAccounting Office, "FoodAssistance-- ReducingFood Stamp BenefitOverpaymentsand
Trafficking," report to the U.S. House of RepresentativesCommitteeon Agriculture, June 1995.
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Chapter One: Introduction and Overview of the Food Retailer Pre-Authorization Visit Demonstration

conducted a large-scale, four-month-long demonstration, the Food Retailer Pre-Authorization

Visit Demonstration. The demonstration involved the efforts of various staff at FCS

headquarters, the regions, and the Field Offices. Headquarters staff provided contract support

and guidance. Each region designated a contracting officer, a contracting officer' s representative

(COR), and a COR backup. Sixteen FCS Field Offices in seven regions across the nation

participated in the demonstration. Participating regions and Field Offices include:

Region Field Office

Mid-Atlantic Region (MARO) Harrisburg
Trenton

Northeast Region (NERO) Boston
New York

Wallingford

Southeast Region (SERO) Raleigh
Tampa

Midwest Region (MWRO) Detroit
Grand Rapids

SouthwestRegion (SWRO) Austin
Little Rock

Mountain Plains Region (MPRO) Denver
Wichita

Western Region(WRO) Los Angeles
Phoenix
Sacramento

For the demonstration, the Regional offices contracted with vendors to work in the

territories covered by the participating Field Offices. Each of the 16 Field Offices initiated

contractor store visits (via call orders) for both new authorizations and reauthorizations on an

as-needed basis. Field Offices had the flexibility to establish the criteria for which stores were

assigned to the contractors, based on store type, geographic location, etc. Contractors made in-

person store visits in which, after receiving the consent of a store representative, they completed

a checklist of the food inventory and took photographs of the staple food stock. Contractor

reports, comprising a cover page, the checklist, the photographs, and (in some regions)

4 [ FCSPreliminaryReport-- forInternalUseOnly ]



ChapterOne: Introductionand Overviewof the Food RetailerPre-AuthorizationVisitDemonstration

_ supplemental information were then submitted to the FCS Field Offices. The information from

the contractors, in conjunction with the application information, was used by FCS to make

_ eligibility determinations. Chapter Two provides a more detailed description of the demonstra-

tion processes.

Demonstration planning activities began in late 1995; contractors began visiting stores

in June 1996. Field Offices ordered contractor visits through September 30, 1996; therefore,

the evaluation of contractor reports was ongoing at the time this report was prepared.

- 1.3 EVALUATIONOBJECTIVES/RESE_ Q_ONS

In a competitive procurement, FCS selected Abt Associates Inc. to evaluate the

-- demonstration. The primary goal of the evaluation is to determine how best to manage and

allocate the additional resources that FCS will have in FY 1997 for contractor-conducted pre-

- authorization store visits. The major research questions under the core objective include:

· Which demonstration procedures and management processes yield an optimum mix
of accuracy, timeliness, and price?

· What contractor-supplied data do FCS staff perceive as sufficient for making
authorization decisions, and what is the minimal set of data that actually suffices
for eligibility determinations that are accurate, timely, and sustained upon appeal?

The second goal of this evaluation is to help FCS manage the retailer authorization

function with maximum efficiency and accuracy in determining retailer eligibility. The main

questions under the additional objective include:

-- · What is the likelihood that FCS will authorize phantom or marginal stores if
contractors conduct visits?

-- · How can contractor visits uncover information helpful to identify which stores
engage in trafficking?

-- · What other elements of value are added by having contractors conduct in-person
visits?

· Are there ways to target both FCS- and contractor-conducted visits to achieve
greater cost-effectiveness?

-- · What alternatives to in-person store visits exist, and how feasible are they?

w
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Chapter One: Introduction and Overview of the Food Retailer Pre-Authorization Visit Demonstration

In order to answer the research questions posed by FCS, Abt Associates is conducting

on-site data collection activities, together with the collection and processing of FCS forms and

records. The on-site data collection activities were designed to answer the "how" and "why"

of the demonstration: how stores were assigned, scheduled, visited, and assessed; how the

demonstration processes were implemented and managed; and why assignments and eligibility

decisions were made as they were. The on-site data collection also served the purpose of

reviewing the quality and usefulness of the contractor-provided information, and documenting

the time and other cost resources used in contractor visits. The on-site activities were conducted

between July 15 and September 30, 1996, and include:

· Interviews with FCS regional office staff (two rounds in each office)

· FCS Field Office staff interviews and case reviews (two rounds, with reviews of
completed actions in the second round)

· Interviews with the contractor staff assigned to conduct visits (two rounds)

· Observation of contractor-conducted store visits (two rounds)

· Observation of FCS initial and follow-up store visits (two rounds)

· Collection of procurement and fiscal documents

The second major data collection activity, which is ongoing, is the collection and

processing of FCS forms and records. Special forms created for the demonstration and other

FCS administrative records are being collected from all 16 participating Field Offices. Retailer

data from the STARS computer system are being assembled, as well. The database from these

sources will be used to analyze the following: numbers and characteristics of new applications

and reauthorizations assigned to each treatment group (contractor visit, FCS visit, and no visit);

timeliness and usefulness of contractor reports; FCS actions to gather additional data from

contractor-visited stores; and outcome of the application process (approval, denial or

withdrawal). The data elements include the following:

· Initial tracking sheets--completed by FCS Field Office staff for all new applicant
stores and stores subject to reauthorization. Data include store name and tracking
number, assignment status, and outcome information.

6 rcs Preliminary Report -- for Internal Use Only J



ChapterOne.' Introductionand Overviewof theFood RetailerPre-AuthorizationVisitDemonstration

· Contractor visit site reports--Data include: success or failure of the contractor to
locate store and complete the visit; date of visit; store type and characteristics;
extent of staple foods and perishables; completeness of survey form; and

_ completeness and quality of photographs (for the on-site review subsample).

· Follow-up action reports--Data include: timeliness of contractor deliverables;
completeness of contractor information and additional information requested; action
taken on contractor report; additional information requested from store; follow-up
visits conducted by FCS; and final action type and date.

· STARS files--Core data include: store type, size, sales, and length of FSP
participation. Additional data may include post-approval participation, fraud

-- indicators, and withdrawal or disqualification.

· Administrative review records--Data include incidence and outcome of appeals.

1.4 ORGANIZATION OF THIS REPORT

Chapter Two describes the processes by which the FCS implemented and operated the

demonstration, and the challenges experienced by the participants. In Chapter Three, we present

an analysis of tracking forms that document actions on individual stores. In Chapter Four, the

report concludes with a summary of the principal findings and lessons identified at this stage of

the evaluation. Readers seeking the highlights of this report may wish to direct their attention

to the introduction to Chapter Two and then to Chapter Four, which summarizes and interprets

the principal results from Chapters Two and Three.

_ Throughout the remainder of this report, Field Offices will not be identified by name,

but rather by a descriptive label. The Field Offices were divided into three groups based on

_ number of retailers served: large offices (L) with more than 5,000 retailers; medium-sixed

offices (M) with fewer than 5,000 retailers and more than 3,000; and small offices (S) with

- fewer than 3,000 retailers. Within each group, the Field Offices have been assigned the

corresponding letter and a random number, such as M-2. Each of the nine contractors active

-- during the demonstration has been assigned a letter (from A to I); for reasons of confidentiality,

all references to contractors are by letter.
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_ CHAPI R Two

DEMONSTRATION IMPLEMENTATION AND OPERATIONS

The Food Retailer Pre-Authorization Visit Demonstration developed out of the planning

process for the contracting of store visits in FY 1997. In early 1996, FCS headquarters staff

drafted a Statement of Work (SOW) and operating procedures for the demonstration. A senior

program specialist from the New York Field Office was assigned to serve as the national

coordinator for the demonstration. Headquarters and Regional Offices worked together to select

the participating Field Offices, allocate funds, and refine the SOW and procedures. FCS

determined that the contracts would be established by the Regional Offices using the Blanket

Purchase Agreement (BPA) process. This mechanism, usually employed for purchasing more

standardized commodities (e.g., office furniture), offered the only rapid way to procure

contractors' services but imposed some important constraints, as discussed later in this chapter.

The Field Offices that participated in the demonstration collectively serve 64,716

retailers, roughly one-third of the national total. As indicated in Exhibit 2-1, they range in size

from S-1 (1,393 retailers) to L-2 (9,788 retailers). FCS initially projected a total of 8,525 visits,

based on the agency's estimation of the average cost of a visit and the $560,000 allocated at the

_ outset of the demonstration. The projected number of visits ranged from 381 in the smallest

Field Offices to 609 in the largest offices, reflecting the variation in allocations. (Actual

_ numbers of store.visits ordered and dollars expended are presented later in this chapter.)

The following sections describe the steps taken in implementing and operating the

-- demonstration, which were:

· Contractor recruitment and selection

· Contractor training

· Assigning stores to visits and issuing call orders

· Conducting store visits

· Evaluating contractor products and performance

· Making eligibility decisions, and

· Maintaining Field Office operations

9 IFCS Preliminary Report -- for Internal Use Only



Chapter Two.' Demonstration Implementation and Operations

Exhibit 2-1

PROJECTED CONTRACTOR VISITS BY SITE

Total Number of Dollars Initially Initial Projection of
Field Office Retailers Allocated a Visits

L-1 6,442 40,000 609

L-2 9,788 40,000 609

L-3 8,497 40,000 609

M- 1 3,782 40,000 609

M-2 3,418 35,000 532

M-3 4,200 40,000 609

M-4 3,138 35,000 532

M-5 4,887 40,000 609

M-6 3,618 40,000 609

M-7 4,010 40,000 609

M-8 3,361 35,000 532

S-1 1,393 25,000 381

S-2 1,748 25,000 381

S-3 2,185 30,000 457

S-4 1,788 25,000 381

S-5 2,461 30,000 457

TOTALS 64,716 560,000 8,525

a Totalinitialbudgetof $600,000included$40,000thatwas not allocatedto any site.

Detailed information on the characteristics of the demonstration in individual Field Offices is

provided in Appendix A; similar tables on contractor characteristics are provided in Appendix

B.

2.1 CONTRACTOR RECRUITMENT AND SELECTION

The first step in implementing the demonstration was selecting the contractors in each

Region who would conduct the store visits. The process for selecting contractors for the Food

Retailer Pre-Authorization Demonstration began when FCS Headquarters placed an announce-

ment in the Commerce Business Daily (CBD) on March 6, 1996 to solicit bidders for the

10 I FCS Preliminary Report -- for Internal Use Only



._ Chapter Two.. Demonstration Implementation and Operations

demonstration. The CBD announcement instructed potential bidders to send a letter of interest

to the Region in which they were interested in conducting work.

Meanwhile, the basic SOW was finalized and then customized by each Regional Office.

As illustrated in Exhibit 2-2, the regional SOWs differed in the way they defined the territories

for bids, the deadlines for contractor reports, and the terms of payment for terminated visits

(e.g., when a store was out of business). Some Regional Offices added requirements for work

-- not included in the basic SOW, most notably the Western Region's requirement for a sketch of

the store layout to supplement the checklist and photographs.

Exhibit 2-2

PROVISIONS OF BLANKET PURCHASE AGREEMENTS

-- AND REGIONAL STATEMENTS OF WORK

Deadlines for

Deliverables (Days)
Territoryfor Additional

Region Bids New Auth. Reauth. Required Work Payment

---- MARO County basis 7 14 None Half price for
terminated visits

NERO Entirearea 7 I0 Informationon POS Fullprice for all
'" coveredbyeach terminals visits

Field Office

SERO Entire area 10 20 None Full price for all
covered by each visits
Field Office

MWRO Entire area as 7 10 Picture of clerk Price paid is for each
specifiedineach operatingcash storeregardlessof
of the4 SOWsa register& signature numberof return

of that individual visits

SWRO Counties or 7 30 Deliver posters and Full price for all
states reauthorization visits

... forms

MPRO Allof Kansas 10 10 None Fullpriceforall
and/or Colorado visits

WRO Any or all 10 21 Sketch of store Half price for
geographical layout terminatedvisits
areas specified

a The MWRO SOWs covered the following areas in Michigan: Wayne County (Detroit), the remaining counties served by

the Detroit Field Office; the rest of the Lower Peninsula (served by the Grand Rapids Field Office); and the Upper
Peninsula.
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Chapter Two: Demonstration Implementation and Operations

Once each Regional Office had finalized its SOW, it sent bidders' packets to the firms

that had responded to the CBD announcement. Contractors were given instructions on when and

where to send their proposals addressing the statement of work and their qualifications for

conducting the work. The proposal requirements consisted mainly of pricing information and

brief statements of qualifications.

Altogether, 40 bids were received, with a range of three to eight bids per region.

Contractors were selected primarily on their stated ability to meet the scope of work and price.

Bid prices ranged from $25 to $749 per visit; the selected contractors had prices ranging from

$25 to $300 per visit, with the majority of BPAs at prices between $55 and $80 per visit. Some

Regional Offices attempted to use a rating system, but found it difficult to differentiate between

contractors based on their proposals.

Following procurement regulations, the process of soliciting qualified bidders and the

selection of contractors was handled by contracting officers at the regional level. One Regional

Office (NERO) had input from Field Office representatives in reviewing contractor proposals.

Most Field Offices, however, were not involved in the contracting process, but expressed the

desire to be more involved in future contractor selection. Regional and Field Office staff also

expressed the need to have more information from the contractors on project staffing and

availability, references, and samples of work in order to make more informed procurement

decisions.

The Regional Offices were able to select multiple contractors under the BPA

arrangement, and all but two Regional Offices awarded at least three BPAs. One Regional

Office selected a single contractor for its two Field Offices; the other exception was the Regional

Office that selected a single contractor for each Field Office. The Regional Offices that awarded

more than two BPAs expected that the Field Offices would be able to rotate work among

contractors, allowing greater flexibility for the Field Offices and potentially fostering competition

among contractors.

Shortly after the BPAs were awarded, however, the FCS Contracts Management Branch

determined that each order for store visits had to be offered first to the lowest-priced BPA holder

for the area. This change of procedures created some confusion and difficulties for the

contractors, the Regional Offices, and the participating Field Offices. Although having multiple
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.-. ChapterTwo.' DemonstrationImplementationand Operations

contractors allowed rapid replacement of non-performing contractors, the higher-cost contractors

were not always prepared to conduct the work when FCS needed them. For example, higher-

cost contractors indicated that the change in procedures made it difficult for them to keep staff

or subcontractors on board who needed assurances of a steady flow of work. One contractor

who had not received an order in several months, and without the assurance of receipt of work

from FCS, had disbanded operations. When the Field Office wanted to shift work to that

... contractor, the firm did not refuse the work, but lacked the staff to carry out the work on time.

- 2.2 CONTRACTOR TRAINING

All but two Field Offices provided training sessions for their selected contractors.

-- These sessions generally followed a training outline developed by the national demonstration

coordinator that covered the scope and purpose of the store visits, preparing for and conducting

-- the store visits, reporting, and invoicing. Issues encountered by Field Offices in conducting the

training included getting the appropriate contractor staff to attend the training (i.e., the reviewers

'-' who would actually visit the stores) and resistance from some contractors to sending any

representative to the training. Some offices also experienced lack of staff and time to prepare

"' for the training. Several Regional Offices pitched in to help prepare training materials; Regional

Office staff conducted the training for three Field Offices.

The two Field Offices where contractors were not trained were in the same region. The

Regional Office attempted to arrange a training session for the contractor serving its Field

Offices, but was unable to do so because of communications problems with the contractor and

limited availability of contractor personnel to attend training. Both the Regional Office and the

Field Offices later expressed regrets over the lack of training, which they viewed as contributing

to early problems with the quality of contractor deliverables.

In addition to the FCS training, most of the contractor organizations also provided some

"in-house" training for their staff. (Company principals who conducted reviews sometimes

attended FCS training, but did not receive in-house training.) The contractors' in-house training

ranged in intensity from mailing written instructions, with telephone follow-up, to spending

substantial training time in the field with individual reviewers. Judging from Field Office

evaluations of reviewers performance, company principals or supervisors who attended FCS
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